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§ 220.12 Market functions account.

(a) Requirements. In a market func-
tions account, a creditor may effect or
finance the transactions of market par-
ticipants in accordance with the fol-
lowing provisions. A separate record
shall be kept for the transactions spec-
ified for each category described in
paragraphs (b) through (e) of this sec-
tion. Any position in a separate record
shall not be used to meet the require-
ments of any other category.

(b) Specialists—(1). Applicability. A
creditor may clear or finance specialist
transactions and permitted offset posi-
tions for any specialist, or any special-
ist joint account, in which all partici-
pants, or all participants other than
the creditor, are registered as special-
ists on a national securities exchange
that requires regular reports on the use
of specialist credit from the registered
specialists.

(2) Required margin. The required
margin for a specialist’s transactions
shall be:

(i) Good faith margin for:
(A) Any long or short position in a

security in which the specialist makes
a market;

(B) Any wholly-owned margin secu-
rity or exempted security; or

(C) Any permitted offset position.
(ii) The margin prescribed by § 220.18

(the Supplement) when a security pur-
chased or sold short in the account
does not qualify as a specialist or per-
mitted offset position.

(3) Additional margin; restriction on
‘‘free-riding.’’ (i) Except as required by
paragraph (b)(4) of this section, the
creditor shall issue a margin call on
any day when additional margin is re-
quired as a result of specialist trans-
actions. The creditor may allow the
specialist a maximum of one payment
period to satisfy a margin call.

(ii) If a specialist fails to satisfy a
margin call within the period specified
in paragraph (b)(3) of this section (and
the creditor is required to liquidate se-
curities to satisfy the call), the credi-
tor shall be prohibited for a 15 calendar
day period from extending any further
credit to the specialist to finance
transactions in nonspecialty securities.

(iii) The restriction on ‘‘free-riding’’
shall not apply to:

(A) Any specialist on a national secu-
rities exchange that has an SEC-ap-
proved rule on ‘‘free-riding’’ by special-
ists; or

(B) the acquisition or liquidation of a
permitted offset position.

(4) Deficit status. On any day when a
specialist’s separate record would liq-
uidate to a deficit, the creditor shall
not extend any further specialist credit
in the account and shall issue a margin
call at least as large as the deficit. If
the call is not met by noon of the fol-
lowing business day, the creditor shall
liquidate positions in the specialist’s
account.

(5) Withdrawals. Withdrawals may be
permitted to the extent that the equity
exceeds the margin requirements speci-
fied in paragraph (b)(2) of this section.

(6) Permitted offset positions. Until
June 1, 1997, a specialist in options may
establish, on a share-for-share basis, a
long or short position in the securities
underlying the options in which the
specialist makes a market, and a spe-
cialist in securities other than options
may purchase or write options over-
lying the securities in which the spe-
cialist makes a market, if the account
holds the following permitted offset po-
sitions:

(i) A short option position which is
‘‘in or at the money’’ and is not offset
by a long or short option position for
an equal or greater number of shares of
the same underlying security which is
‘‘in the money’’;

(ii) A long option position which is
‘‘in or at the money’’ and is not offset
by a long or short option position for
an equal or greater number of shares of
the same underlying security which is
‘‘in the money’’;

(iii) A short option position against
which an exercise notice was tendered;

(iv) A long option position which was
exercised;

(v) A net long position in a security
(other than an option) in which the
specialist makes a market; or

(vi) A net short position in a security
(other than an option) in which the
specialist makes a market.

(c) Underwriters and distributors. A
creditor may effect or finance for any
dealer or group of dealers transactions
for the purpose of facilitating the un-
derwriting or distribution of all or a
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part of an issue of securities with a
good faith margin.

(d) OTC marketmakers and third
marketmakers. (1) A creditor may clear
or finance with a good faith margin,
marketmaking transactions for a cred-
itor who is a registered NASDAQ
marketmaker or a qualified third
marketmaker as defined in SEC Rule
3b–8 (17 CFR 240.3b-8).

(2) If the credit extended to a
marketmaker ceases to be for the pur-
pose of marketmaking, or the dealer
ceases to be a marketmaker for an
issue of securities for which credit was
extended, the credit shall be subject to
the margin specified in § 220.18 (the
Supplement).

(e) Odd-lot dealers. A creditor may
clear and finance odd-lot transactions
for any creditor who is registered as an
odd-lot dealer on a national securities
exchange with a good faith margin.

[Reg. T, 61 FR 20395, May 6, 1996]

§ 220.13 Arranging for loans by others.
A creditor may arrange for the exten-

sion or maintenance of credit to or for
any customer by any person, provided
the creditor does not willfully arrange
credit that violates parts 207, 221, or 224
of this chapter.

[Reg. T, 61 FR 20396, May 6, 1996]

§ 220.14 Clearance of securities, op-
tions, and futures.

(a) Credit for clearance of securities.
The provisions of this part shall not
apply to the extension or maintenance
of any credit that is not for more than
one day if it is incidental to the clear-
ance of transactions in securities di-
rectly between members of a national
securities exchange or association or
through any clearing agency registered
with the SEC.

(b) Deposit of securities with a clearing
agency. The provisions of this part
shall not apply to the deposit of securi-
ties with an options or futures clearing
agency for the purpose of meeting the
deposit requirements of the agency if:

(1) The clearing agency:
(i) Issues, guarantees performance

on, or clears transactions in, any secu-
rity (including options on any security,
certificate of deposit, securities index
or foreign currency); or

(ii) Guarantees performance of con-
tracts for the purchase or sale of a
commodity for future delivery or op-
tions on such contracts;

(2) The clearing agency is registered
with the Securities and Exchange Com-
mission or is the clearing agency for a
contract market regulated by the Com-
modity Futures Trading Commission;
and

(3) The deposit consists of any mar-
gin security and complies with the
rules of the clearing agency that have
been approved by the Securities and
Exchange Commission or the Commod-
ity Futures Trading Commission.

[Reg. T, 61 FR 20396, May 6, 1996]

§ 220.15 Borrowing by creditors.

(a) Restrictions on borrowing. A credi-
tor may not borrow in the ordinary
course of business as a broker or dealer
using as collateral any registered non-
exempted security, except:

(1) From or through a member bank
of the Federal Reserve System; or

(2) From any nonmember bank that
has filed with the Board an agreement
as prescribed in paragraph (b) of this
section, which agreement is still in ef-
fect; or

(3) From another creditor if the loan
is permissible under this part.

(b) Agreements of nonmember banks. (1)
A nonmember bank shall file an agree-
ment that conforms to the require-
ments of section 8(a) of the Act (See
Form FR T–1, T–2).

(2) Any nonmember bank may termi-
nate its agreement if it obtains the
written consent of the Board.

[Reg. T, 61 FR 20396, May 6, 1996]

§ 220.16 Borrowing and lending securi-
ties.

(a) Without regard to the other provi-
sions of this part, a creditor may bor-
row or lend securities for the purpose
of making delivery of the securities in
the case of short sales, failure to re-
ceive securities required to be deliv-
ered, or other similar situations. Each
borrowing shall be secured by a deposit
of one or more of the following: cash,
cash equivalents, foreign sovereign
nonconvertible debt securities that are
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